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BY ADAM PINCUS

In the world of real estate finance there 
is an ambiguous and maligned concept 
called “loan to own.” Everyone acknowl-

edges it exists, yet no one admits to partici-
pating in it. 
 To be labeled a “loan to own” shop — or 
a lender that swoops in to finance a project 
at extremely high interest rates while hop-
ing for a default — is considered an insult, 
real estate professionals said. They said no 
lender wants to be known as an institution 
that anticipates their loans will fail so that 
they can stand to gain ownership of the 
property.
 “No one goes out and says, ‘I am making 
a loan to own,’” said Andrew Gold, a partner 
at the law firm Herrick Feinstein.
 However, there are several types of lend-
ers most often identified with the term, such 
as hard-money lenders, hedge and private 
equity funds and private individuals. And, 
as banks recoil, many developers have no 
choice but to tap less traditional sources of 
funding.
 In the hard-money arena, sources point-
ed to Kennedy Funding and Meecorp Cap-
ital Markets, both of New Jersey. Funds 
such as private equity firm AREA Property 
Partners (formerly Apollo Real Estate Ad-
visors), and hedge funds such as Blackacre 
Capital are also mentioned. Additionally, 
there are private business executives who 
make loans. 
 Kennedy, AREA and Meecorp all told 
The Real Deal that they do not engage in 
loan to own. Blackacre did not respond to 
calls for comment.
 Although the definition of loan to own 
would seem straightforward — the lend-
er provides financing at a rate so high that 
probability of a default goes up — it depends 
on a reading of the structure of the loan. 
What is open to interpretation is the intent 
of the lender, and whether the loan terms 
are onerous or simply reflect the lender’s 
risk. Whether the lender is a white knight 
who saves the troubled deal, or a loan shark 
hoping for it to fail, is in the eye of the be-
holder.
 “Loan to own has a different meaning 
for different people,” said Frank Mancini, 
executive managing director at real estate 
services firm Grubb & Ellis. “Typically it is 
mezzanine or preferred equity on a prop-
erty they would like to own. The terms are 
a little more aggressive. The lender is happy 
to own it if there is a default, but if it doesn’t 
default you have a performing loan.” 
 Real estate attorney Edward Mermel-
stein had a narrower definition, excluding 
many well-known hard-money and fund 
lenders. He said true loan to own deals were 
financed by wealthy individuals who have 
cash available. He knew of about four peo-
ple engaged in such lending recently in New 
York City, but declined to identify them.

 They are “individuals with significant 
liquid assets who are known to lend money 
on real estate deals,” he said.  
 In one loan to own-type case, Dorothea 
Keeser, the founder of the Chelsea Art Mu-
seum, accused a division of Swiss banking 
giant UBS AG of trying to “steal” her mu-
seum’s building at 556 West 22nd Street at 
11th Avenue. The bank’s UBS Real Estate 
Investments lent her company 556 Hold-
ings $5.8 million in May 2005, in a short-
term loan to pay off another bank’s mort-
gage. She eventually defaulted, and is suing 
for $12 million to recover payments and for 
damages.

 The bank wanted to take advantage of 
her naivete, her complaint said, “in order 
to ‘steal’ what was a very valuable piece of 
property from underneath her.”
 “If [Keeser] defaulted, UBS stood to 
gain an extremely valuable asset for rela-
tively minor cost, one that could generate 
tens of millions of dollars in profit,” said her 
lawsuit, which was filed last month in Man-
hattan State Supreme Court. A spokesper-
son for UBS declined to comment.  

Lending in tough times
As the economy has soured and credit has 
dried up, New York developers in dire straits 
have turned to hard-money lenders.
 Daniel Edrei, director at hard-money 
lender Meecorp Capital Markets, said most 
of the lending occurring in the city is not 
coming from banks. “Basically, the great 
majority of lending that is going on right 
now is private money,” he said.
 While a traditional first mortgage would 
charge an interest rate of about 6 or 7 per-
cent, mezzanine lenders typically charge 
9 to 15 percent, and hard-money lenders 
can charge up to 16 to 18 percent or more. 
Lenders also charge points — each point is 

a one-time fee equal to 1 percent of the loan 
value — starting in a range of 1 to 3 points 
and escalating upwards. 
 When Chinatrust Bank cut off con-
struction financing near the completion 
of a residential development in Brooklyn 
last fall after a dispute concerning an un-
related project, developer Alexander Gur-
evich turned to a New York City firm, AB 
Funding, for a $1 million mezzanine loan. 
He would not say exactly what rate he was 
paying to complete the project at 4102 13th 
Avenue in Borough Park, but he said hard-
money lenders were getting rates in the 
high teens.

    “It is very difficult in this economy to re-
finance an unfinished building. We had no 
choice,” he said.
 Edrei said the bank stopped lending at 
one New York City condo conversion proj-
ect, but the developer had substantial eq-
uity in the project as well as presales, so was 
willing to pay Meecorp a high interest rate 
to keep it running. 
 The developer “would lose it if it didn’t 
get financing. We came in as the mezzanine 
debt,” he said. 
 John Hornik, executive vice president 
and general counsel of Hackensack, NJ-
based Kennedy Funding, said his firm spe-
cializes in bridge loans starting at about 9 
percent with three points. “We are not what 
you call loan to own guys,” Hornik said. 
 His firm announced in September a $5 
million loan for the 21-unit luxury condo at 
23 East 22nd Street in the Flatiron District 
by developer 24 East 23rd Commercial. The 
developer needed the money to continue 
construction. 
 He added: “To be clear, our first course 
of action is not to foreclose, but if there is 
no other alternative, we will exercise it.” 
Despite the option, Kennedy has not fore-

closed on any properties in New York City 
during this downturn, he said. The com-
pany has foreclosed on properties in the 
past. 
 
Justifying loans
Jon Estreich, a founding partner and prin-
cipal of RCG Longview, which makes high-
interest loans, said that rates were justi-
fied because such lenders did not use le-
verage.
 “We lend money based on equity. You are 
getting charged for your risk right now,” he 
said. 
 But with the stalled economy, more and 

more lenders are considering foreclosure or 
other means to take possession of properties 
that in many cases have declined in value.
 Mancini, head of the distressed asset 
department at Grubb & Ellis, said it was 
a trend in New York City that would only 
grow. “These loan to owns, they are still 
performing, but the time is coming. It is 
probably sooner than later where they are 
going to start to be in a little more trouble,” 
he said.
 David Schneiderman, a director at Ack-
man-Ziff Real Estate Group, said preferred 
equity and mezzanine debt, whether in a 
loan to own-type deal or not, have slightly 
different structures that allow the lender to 
take control of the asset. A key difference is 
the preferred equity allows the investor to 
take control of a property without foreclo-
sure because preferred equity is included as 
part of the operating agreement. 
 A holder of mezzanine debt, on the other 
hand, would most often have to foreclose 
to take title of the property, Schneiderman 
said. In fact, some hard-money lenders have 
begun to foreclose on their loans. 
 Edrei said his firm, which lends nation-
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Kennedy Funding announced a $5 million loan for a luxury condo at 23 East 22nd Street, left. Developer Alexander Gurevich turned to AB Funding for a $1 million mezzanine 

loan to complete the project at 4102 13th Avenue in Borough Park. 

Interest rates by lender type
Typical bank: 6% to 7%

Mezzanine lenders: 9% to 15%

Hard money lenders: 16% to 18%


